INTRODUCTION
The tradeoffs required to finance health care spending have become increasingly challenging for both private and public payers. In the private market, the rate of this spending growth may limit the enrollment, breadth, and depth of health care coverage, and in the government budget process, the rapid pace poses both short-and long-term financing challenges as mandatory spending grows faster than discretionary spending. In this article, we compare the incremental or marginal increase in U.S. health spending to that of GDP, Federal outlays, and State and local government expenditures. When viewed relative to the constraints in financial resources, these incremental changes in health spending provide a better understanding of the implications of decisions made by our Nation's health policymakers and financers of health care.
For almost all of the past 40 years, growth in health care spending has outpaced economic growth. For the public sector, this increased spending has meant more government health coverage for a variety of populations, including people with low incomes, the working poor and their children, the elderly, and the disabled. In 1960, spending on public programs accounted for 25 percent of national health expenditures (NHE), but reached 45 percent of health expenditures by 2004 (Centers for Medicare & Medicaid Services, 2006) . Within the private sector, the breadth of private health insurance coverage grew as consumer out-of-pocket spending declined, while health insurance premiums outpaced wage growth. Consequently, the health spending share of GDP more than tripled between 1960 and 2004, as it rose from 5.2 to 16.0 percent of GDP. CMS is projecting health spending to absorb an even higher share of GDP over the next decade, likely influencing the ability of governments to pay for education, defense, transportation, and other vital services.
Because resources are limited, the growth in health spending can elicit tradeoffs that are often difficult to conclusively track. Of particular concern is the increase in the health spending share of economic growth and of government outlays. For instance, health care spending absorbed well over one-half of the nominal increase in Federal Government outlays in 1993 and 27 percent of the nominal increase in the economy over the 2000-2004 period. Federal and State governments face increasing demands in providing care for low-income, elderly, and disabled individuals and will encounter even more in future years as the baby boom generation retires. In the Medicare Program, the large increase in the number of beneficiaries and in per-beneficiary spending is expected to propel spending growth even faster, while current growth already outpaces that of the Federal budget. Furthermore, an increasing proportion of total Medicare spending is expected to be financed through general government revenues, and as this occurs, the challenges of paying for Medicare and other programs will become more explicit (Board of Trustees, 2006) . Concern over this has prompted a proposal in the 2007 Presidential budget that allows for an across-the-board 0.4 percent cut to Medicare spending if general revenue funding reaches 45 percent of total funding (U.S. Office of Management and Budget, 2006a) . If promised benefits are paid, challenging consequences-such as a higher budget deficit or increased taxes-may result (Penner, 1999) . Alan Greenspan recently told lawmakers that the Federal budget is on an unsustainable path and suggested that changes in Social Security retirement and Medicare benefits be made sooner rather than later (Andrews, 2005) .
approach
The average health spending share of GDP is frequently cited as a measure of the ability and willingness of society to purchase health care. While the average share yields information about the magnitude of health spending in relationship to GDP, it does not indicate whether health spending increased its share of total spending relative to all other spending in a given year. One way to provide some insight into this question would be to compare, for each year, the incremental increase in health spending to that year's additional resources available to pay for it. An increase in the incremental, or marginal, share of spending for health occurs when there is faster relative growth in health spending (the numerator) or slower relative growth in the resource constraint (the denominator) (Kowalczyk, Freeland, and Levit, 1988) . The analysis in this article is based on nominal values for health expenditures developed within the CMS NHE accounting framework, nominal GDP, and nominal Federal Government outlays (Bureau of Economic Analysis, 2006) . Additional elaboration and caveats regarding the estimates in this article are available on the internet at http://www. cms.hhs.gov/NationalHealthExpendData/ or by request from the authors.
Health Marginal Share of gDP
As health spending grows faster than GDP in most years (Table 1) , health spending is higher at the margin than health spending as a share of GDP on average. This higher marginal relationship drives up the average share over time; from 5.2 percent in 1960 to 16 percent in 2004. Admittedly, if society weren't willing to change its preferences and health spending continued to grow significantly faster than GDP during expansionary periods, health expenditures could eventually consume almost all of the real marginal growth in a given year. To be sure, welfare can rise even if income less health care falls, because the benefits resulting from increased spending for health care can outweigh the losses in reduced consumption of other goods (Johnson and Penner, 2004) . Potentially, it may be sustainable to devote an increasing marginal share of GDP to health care as long as real spending on non-health services is preserved (Chernew, Hirth, and Cutler, 2003) .
Marginal shares indicate the direction of change in the average health share. The marginal share during the 1970-1980 period (10.3 (Borger et al., 2006) .
Health Care Spending During Recessionar y Periods
We also find that a larger share of the increase in GDP is spent on health during recessionary periods (Figure 1 ). To some extent, the countercyclical nature of health spending is beneficial in that it helps to cushion the impact of cyclical swings in GDP. For example, Medicaid spending often increases during recessionary periods as the unemployment rate rises. A sharply rising marginal share often reflects the effect of a contraction in real GDP, and the effect becomes more significant as the average share of health to GDP increases.
The relative severity of economic downturns has a significant impact on the magnitude of the spike in the marginal share. The recession of 1980-1982 was more severe than the 1990-1991 and 2000-2001 recessions. In 1982, health spending absorbed a much higher marginal share of GDP, at 29 percent, than had yet been experienced. As the pace of health spending in the 1980s grew rapidly and pressures to constrain growth were building, the economic 1 9 7 1 1 9 7 2 1 9 7 3 1 9 7 4 1 9 7 5 1 9 7 6 1 9 7 7 1 9 7 8 1 9 7 9 1 9 8 0 1 9 8 1 1 9 8 2 1 9 8 3 1 9 8 4 1 9 8 5 1 9 8 6 1 9 8 7 1 9 8 8 1 9 8 9 1 9 9 0 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9 2 0 0 1 2 0 0 0 2 0 0 2 2 0 0 3 2 0 0 4 contraction of 1990-1991 exacerbated the growing pressure from the health sector, with health spending absorbing 35 percent of nominal economic growth in 1991. Employers responded to this situation by encouraging employees to enroll in managed care plans, whose enrollment captured 54 percent of all insured workers in 1993 and 86 percent of those workers by 1998 (Levitt et al., 1999) . Enrollment in Federal Government-sponsored managed care plans also began to pick up in the 1990s.
The most recent spike in the marginal share of GDP surpasses the levels shown for earlier periods. The marginal share reached 37 percent in the 2001 recession, which occurred simultaneously with the granting of supplemental funding to Medicare providers and the reaching of the peak of the backlash against restrictive managed care arrangements.
It is interesting to consider how much of the increase in the marginal share could be attributed to the period's weakening economy, as opposed to the rising rate of health spending. That is, what would the health spending share of GDP growth have been if the economy, rather than contracting, had expanded at its average rate for the period? What would the share have been during 2000-2001, when the recession was admittedly mild compared with the prior two recessions? 1 To simulate this, we redistributed the nominal economic growth that took place as the economy contracted then rebounded from each downturn. 2 We then compared the data series that reflects the growth in marginal share during recessions with one that reflects what the share would have been with smoothed economic growth in order to approximate the impact of a recession on the health spending share. This exercise is a first approximation way to remove the influence of the GDP (denominator) from our analysis. A gap in the share of GDP accounted for by health then reflects a simulated or approximated impact of each recession. The results imply that for the 1980-1982 and 1990-1991 recessions, much of the spike in the marginal share was due to a contraction in GDP (Figure 1) . That is, without the cyclical nature of GDP, health's contribution to GDP increases would not have spiked as severely, but instead would have continued to rise somewhat less slowly.
The 2000-2001 recession was both milder and of shorter duration than the two earlier recessions. As our simulation illustrates, the most recent spike in the health share of GDP in 2000-2001 appears to have had little to do with the recession. Instead, the primary cause was the faster annual growth in health expenditures, especially Federal Government spending. Supplemental Medicare funding through the Balanced Budget Relief Act and the Benefits Improvement and Protection Act converged for 2000-2001 as demands on Medicaid also intensified, contributing to increased spending for these programs. Since the expiration of this supplemental funding, however, the marginal share of GDP increases attributable to health has not fallen to levels comparable to those of other expansionary periods. This is the case, in part, because annual NHE growth has continued to increase at substantial rates after peaking at 9 percent in 2002 (Centers for Medicare & Medicaid Services, 2006) . Health spending continues to rise to new thresholds, even as payers search for new cost-containment tools. Health expenditures accounted for a substantial 39 percent share of marginal nominal GDP growth in 2002, 27 percent in 2003, and 18 percent in 2004-still higher than the historical average, and higher than similar periods of economic expansion. Spending would have been even higher had some private employers not dropped coverage, reduced benefits, or increased cost sharing; had supplemental funding provisions for Medicare not expired; and had States not aggressively pursued costcontainment strategies such as tightening eligibility requirements for Medicaid.
Medicare's Marginal Share of Federal Budget
We can also use marginal analysis to monitor the impact of growing Medicare spending on the Federal budget over time. In the same way that the marginal share of the GDP devoted to health spikes when the economy contracts, Medicare's marginal share increases when Federal outlays grow more slowly. The fiscal year (FY) 1987 peak can be explained by this phenomenon (Figure 2 private market more intensely embraced managed care and because long-term care was primarily left to the public sector. Also, public programs by their very nature tend to respond slowly to cost pressures due to the legislative action process and the responsibility to provide benefits to a diverse mix of the population. In fact, the average share of the Federal budget devoted to Medicare increased more during this period than during any other over the past 25 years, from 8.6 percent in FY 1992 to 11.9 percent in FY 1997. Medicare spending for home health and nursing home services grew quickly in this period due to increased pressure to provide home and community-based services for those with long-term care needs. By FY 1998, anticipation of the Medicare cuts for home health and nursing homes imposed by the 1997 Balanced Budget Act (BBA) was already dampening overall Medicare spending growth, while growth was further suppressed by fraud and abuse investigations (Foster, 2000) . Using marginal analysis to better understand projections, a major impending financing challenge can be viewed in an alternative, less traditional way. Figure 2 indirectly illustrates the increased strain that is created as Medicare starts drawing down its trust fund assets. If there is no change in current law, OMB states that "… the Treasury will have to turn to the public capital markets to raise the funds to finance the benefits, just as if the trust funds had never existed. From the standpoint of overall Government finances, the trust funds do not reduce the future burden of financing Social Security or Medicare benefits.… "(U.S. Office of Management and Budget, 2006a) . Similarly, the Medicare Trustees Report goes on to discuss the financial squeeze that Medicare would place on the budget: "(T)he difference between HI [hospital insurance] tax revenues and expenditures would be met for a number of years by interest earnings on trust fund assets and by redeeming those assets. Both of these financial resources for the HI trust fund require cash transfers from the general fund of the Treasury, thereby placing a further obligation on the budget"(Board of Trustees, 2006) . 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 
State and local Medicaid Outlays
States' Medicaid share of total State outlay growth does not spike during recessionary periods like we've discussed for the overall economy and the Federal Medicare and Medicaid share of total government outlays ( Figure 5 ). This observation at first seems counterintuitive, as eligibility for Medicaid should rise during recessions. However, the requirement of most State and local governments to maintain balanced budgets in each FY may be the more important driver. During times of tightened budgets, States must scrutinize their expenses, and as a result, they occasionally turn to federally matched payment programs as a way to shift payment burdens to The 1992-1995 CY period of high growth sparked congressional momentum to control costs by converting Medicaid into a block grant program. Although this never happened, anticipation of the legislative change caused many States to run up costs in CY 1995, the base year for the block grant calculation, contributing to the substantial slowdown in marginal growth seen in CY 1996 (Klemm, 2000) . The CY 1998 marginal spike can be attributed to health spending increases in administrative costs, hospital services, and prescription drugs. From CYs 1997-2000 States began relying on upper-payment-limit rules to secure a greater share of Federal funding. In effect, States paid providers at enhanced rates, earned Federal matching funds at these high rates, and then recouped a portion of the money. This temporarily brought more funding into States for both health and potentially non-health outlays, causing the State marginal share to be only slightly above that of the average share. 
CONClUSION
The United States faces increasingly challenging tradeoffs as health spending continues to outpace growth in the economy and in governments' budgets. Using marginal analysis, we have illustrated the impact of purchasers' incremental decisions at the aggregate economy, Federal, and State and local levels. To reach projected health spending consumption of 20 percent of GDP by 2015, society must be willing to spend between 20 and 40 percent of incremental nominal GDP growth on health each year over the next 10 years (near its all-time highs reached between 2000 and 2004) (Borger et al., 2006) . It seems clear that all else being equal, society will continue to demand increasing amounts of health care. However, as the share of resources devoted to health care increases, so does the opportunity and marginal costs of forgoing other goods and services. These increasingly sensitive choices may compel society to reduce the rate of the increase of health care consumption or alter the distribution of the burden to be paid. To be sure, the future will lead to even higher scrutiny of health care spending dollars, which may lead to innovative cost-reducing technologies and payment systems that slow the growth of health care spending in the future and increase its value to all.
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